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REF: QUITO 375 

1. SUMMARY: GOE BECOMING BEHIND IN PAYMENTS TO TEXACO AND 
GULF FOR INVESTMENT AND PRODUCTION. TEXACO-GULF PRINCIPALS 
ARE CURRENTLY SEEKING AN APPOINTMENT WITH PRESIDENT RODRIGUEZ 
LARA TO LAY THE PACTS BEPORE HIM AND TO SEEK REDRESS. WITHOUT 
SUCH REDRESS IT IS BECOMING INCREASINGLY POSSIBLE THAT 
TEXACO-GULP WILL STRINGENTLY REDUCE OR STOP PIPINGS OF 
ECUADOREAN CRUDE. THE RESULT MIGHT WELL BE A BUILD-UP OF 
IRRESISTIBLE PRESSURES FOR A SPEEDY NATIONALIZATION OP TEXACO- 
GULF OPERATIONS IN ECUADOR. SUCH AN OUTCOME IS IN THE 
INTEREST OP NEITHER SIDE, AND THE EMBASSY IS HOPEFUL THAT AN 
ACCOMMODATION WILL BE FOUND. END SUMMARY. 

2. THE POLLOWING REPORT IS BASED PRIMARILY ON CONVERSATIONS 
HELD IN WASHINGTON BY DCM AND DEPOPPS WITH SHIELDS OP TEXACO 
AND WYCHE AND ORTIZ OP GULF ON FEBRUARY 6 AND CONVERSATIONS 
SUBSEQUENTLY HELD IN QUITO WITH TEXACO MANAGER MARTINEZ AS 
RECENTLY AS PEBRUARY 25. 

3. IN EARLY PEBRUARY SHIELDS, WYCHE AND ORTIZ WERE CALLED IN 
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BY ECUADOREAN AMBASSADOR TO THE U.S. CARDENAS TO BRING HIM UP 
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TO DATE ON THE CURRENT PETROLEUM PROBLEMS IN ECUADOR. THEY 
PRESENTED CARDENAS WITH A WRITTEN AND ORAL SUMMARY INVOLVING 
THE FOLLOWING POINTS: 

A. THE CASH FLOW SYSTEM WHEREBY TEXACO AND GULF DEPOSIT 
$13.90 TO THE ACCOUNT OF THE GOE IN THE FNCB IN NEW YORK FOR 
EACH BARREL LIFTED IS NOT WORKING. TEXACO-GULF MUST ADD TO 
THIS $13.90, THEIR ACTUAL PRODUCTION COST WHICH BRINGS TOTAL 
COSTS TO ABOUT $15 PER BARRET.. THE GOE IS THEN SUPPOSED TO 
RELEASE TO TEXACO AND GULF AGREED UPON SUMS TO BRING THE TOTAL 
PER BARREL CHARGES DOWN TO THE $10 AND SOME ODD CENTS WHICH 
BECOMES THE GOE TAX AND ROYALTY SHARE. GOE PAYMENTS FROM THIS 
FUND ARE TOO OFTEN FROZEN OR DELAYED. 

B. CASH CALLS WHICH REPRESENT CEPE'S SHARE OF OPERATING 
COSTS ARE ONLY PAID AFTER LENGTHY AND COSTLY DELAYS. THE LAST 
TWO PAYMENTS HAVE NOT EVEN INCLUDED THE PIPE! INF, USE COSTS FOR 
CEPE CRUDE. 

C. PAYMENTS FOR INTERNAL USE CRUDE REMAIN WEEKS AND MONTHS 
BEHIND. 

D. PAYMENTS ON CEPE'S SHARE OF TOTAL INVESTMENT HAVE ALL 
BUT CEASED. THE ORIGINAL AGREEMENT OF JUNE 6, 1974, CALLED 
UPON CEPE TO PAY OFR ITS 25 PERCENT OF THE CONSORTIUM IN SEPT. 

WITH A FINAL PAYMENT IN DECEMBER. A UNILATERAL 

GOE DECREE MADE IN OCTOBER ALTERED THIS AGREEMENT AND 
CALLED FOR A PAYMENT IN SEPTEMBER (SIC) WITH FINAL SETTLE- 
MENT THROUGHOUT THE FIRST HALF OF 1975. THUS FAR ONLY THE 
PAYMENT HAS BEEN RECEIVED. 

E. DOLLAR CONVERSION OF SUCRE PAYMENTS TO TEXACO- 
GULF HAVE BEEN HELD UP AGAIN FOR WEEKS AND MONTHS BY THE 
CENTRAL BANK, EVEN THOUGH FULL DOCUMENTATION FOR LEGAL 
CONVERSION IS PRESENTED. 

F. THE TECHNICAL LIMITATION SET BY THE GOE ON 
EXPLITATION OF THE CONSORTIUM HOLDINGS ARE SERIOUSLY 
BELOW THE ECONOMIC AND TECHNICAL OPTIMUM FOR THESE FIELDS. 
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AS A RESULT THE GOE AND CEPE CURRENTLY ARE INDEBTED 
TO TEXACO AND GULF FOR A TOTAL OF BETWEEN 40 AND 45 MILLION 
DOLLARS. TEXACO AND GULF DO NOT FEEL THAT THEY CAN CONTINUE 
OPERATIONS UNDER THESE CONDITIONS. 

4. IN ORDER THAT THE MINISTER OF NATURAL RESOURCES WOULD 
HAVE NO REASON TO BELIEVE THAT TEXACO AND GULF HAD GONE 
BEHIND HIS BACK, TEXACO AND GULF SUBSEQUENTLY SENT HIM 
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A LETTER CONTAINING ALL THE INEORMATION IN THE PACKAGE OF 
COMPLAINTS THAT IT HAD SUBMITTED TO AMBASSADOR CARDENAS. 

5. DURING THE EARLIER PETROLEUM DIEFICULTIES IN 
NOVEMBER 1974 (SEE QUITO 7013), TEXACO AND GULE HAD SENT 
A LETTER TO PRESIDENT RODRIGUEZ LARA OUTLINING THEIR 
PROBLEMS. THEY NEVER RECEIVED A REPLY TO THIS LETTER. 

IN FEBRUARY OF THIS YEAR THEY SENT A EOLLOW-UP LETTER 
TO THE PRESIDENT REEERRING TO THE EARLIER LETTER, STATING 
THAT THE PROBLEMS DISCUSSED THEREIN WERE BECOMING MORE 
ACUTE, AND SEEKING AN APPOINTMENT EOR THEIR PRINCIPALS 

IN CORAL GABLES WITH THE PRESIDENT AT HIS EARLIEST CON- 
VENIENCE. THEY HAVE RECEIVED NO DEEINITIVE REPLY BUT 
UNDERSTAND THAT THERE WILL BE NO APPOINTMENT UNTIL AETER 
MARCH 10, WHEN PRESIDENT RODRIGUEZ RETURNS FROM THE OPEC 
MEETING IN ALGIERS. TEXACO AND GULF INTEND TO USE THIS 
MEETING TO CLARIEY THEIR CURRENT OPERATING PROBLEMS AND 
TO INDICATE TO THE PRESIDENT THAT THEY CANNOT INDEFINITELY 
CONTINUE TO LIET PETROLEUM UNDER CURRENT CONDITIONS. 

6. CURRENT OPERATIONS AND LIETINGS ARE CONTINUING ON 
THE BASIS OE THE HOPE THAT THE GOE WILL COME UP WITH AN 
ECONOMIC PACKAGE RETROACTIVE TO lANUARY 1 THAT WILL MAKE 
THE OPERATIONS PROFITABLE. IF SUCH AN ARRANGEMENT CANNOT 
BE AGREED UPON WITHIN A REASONABLY SHORT TIME, TEXACO AND 
GULF, ACCORDING TO MARTINEZ, CANNOT CONTINUE PRODUCING. 

7. THEY ARE MAINTAINING THEIR PRESENT LIETINGS AT A 

LEVEL SUEEICIENT ONLY TO KEEP TEXACO AND GULE EROM EXCEEDING 
THEIR SHARE OE THE STORAGE CAPACITY AT BALAO. SO LONG AS 
CEPE MAKES SOME LIETING THEN TEXACO AND GULE MUST LIFT 
A MINIMUM TO MAINTAIN THIS SHARE RATIO. 
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8. WITH RESPECT TO THE PRICING OP ECUADOREAN CRUDE, CEPE, 

BY SEEKING OUT SMALL SPOT BUYERS, HAS BEEN ABLE TO SELL 

A CERTAIN AMOUNT OP CRUDE AT PRICES SOMEWHAT ABOVE $11.50 
PER BARREL. TEXACO-GULP CANNOT PLACE THEIR CRUDE IN THE 
PIRM, LARGER TRADITIONAL MARKETS AT THIS PRICE. IP 
TEXACO-GULP COMPETE WITH CEPE FOR THE SMALLER SPOT 
MARKETS, THEY ARE CHARGED WITH TORPEDOING CEPE OPERATIONS. 

9. ACTIVITY IN THE CONSORTIUM PRODUCTION FIELDS IS 
CURRENTLY LIMITED TO MAINTENANCE AND LIMITED PRODUCTION. 
THERE ARE ONLY ONE PRODUCTION RIG AND ONE WORK-OVER RIG 
IN OPERATION AS OPPOSED TO PIVE PRODUCTION AND POUR WORK- 
OVER RIGS IN 1973. THE CONTRACTORS-OWNERS OP THE EXCESS 
RIGS ARE NOW TRYING TO GET EXPORT PERMITS TO REMOVE THE 
RIGS PROM THE COUNTRY. SOME OP THESE RIGS ARE IN 
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GUAYAQUIL AND AT LEAST ONE HAS NOW BEEN CONTRACTED BY 
CAYMAN FOR EXPLORATION IN ITS OWN CONCESSION FIELDS. 
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10. COMMENT: THE ABOVE INFORMATION, COMING AS IT DOES 
FROM COMPANY SOURCES, ADMITTEDLY REFLECTS THEIR OWN 
POSITION VIS-A-VIS THE GOE AND CEPE. IT MAY BE MAINLY 

A NEGOTIATING POSITION WHICH THEY INTEND TO USE TO FORCE 
A MORE FAVORABLE ECONOMIC ARRANGEMENT IN ECUADOR. NEVER- 
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THELESS, COMPANY OFFICIALS GIVE THE APPEARANCE TODAY OF 
BEING MORE DISHEARTANED WITH OPERATIONS IN ECUADOR THAN 
BEEORE. THEY SEEM ALMOST RESIGNED TO A POSSIBLE 
SHUT-DOWN OF OPERATIONS. SUCH A SHUT-DOWN WOULD PROBABLY 
RESULT IN A VIOLENT REACTION AGSINT THE COMPANIES AND 
EQUALLY VIOLENT GOE COUNTERMEASURES, INCLUDING A 
SPEEDUP OF THE NATIONALIZATION PROCESS. 

11. DESPITE THIS RATHER GLOOMY PICTURE, THE EMBASSY AS 

OF NOW BELIEVES THAT SOME ACCOMODATION WILL PROBABLY BE 
REACHED. IN THE EIRST PLACE, WITH THE EXCEPTION OF A FEW 
HOTHEADS IN CEPE AND THE MINISTRY OF NATURAL RESOURCES, 
BOTH SIDES RECOGNIZE THAT AN ACCOMMODATION IS IN THEIR 
INTERESTS. MOREOVER, THE TEXACO-GULF "PACKAGE " OF 
COMPLAINTS CONTAINS A NUMBER OE ITEMS, SUCH AS DOLLAR 
CONVERSION AND CASH FLOW SYSTEM, WHRE THE GOE CAN FAIRLY 
EASILY BE RESPONSIVE. FINALLY, WHEN IT COMES TO THE 
CRUNCH, THE GOE USUALLY CAN FIND A FACE-SAVING, IE OETEN 
COMPLEX, FORMULA WHEN IT IS CLEARLY IN THEIR INTEREST TO 
DO SO. THIS IS LIKELY TO BE ONE OF THOSE TIMES. 

BREWSTER 
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